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PART A 


MULTIPLE CHOICE QUESTIONS (30 marks) 


Select the correct answer to each of the following FIFTEEN (15) questions and record your 


answer on the answer sheet provided on page 8. Each question carries 2 marks. 


1) Ifa fire insurance company requires firms buying fire insurance to install automatic sprinkler 


systems, the insurance company is trying to reduce: 
A) adverse selection problems. 

B) moral hazard problems. 

C) sunk costs. 


D) asymmetric information. 


2) In markets with asymmetric information: 

A) moral hazard causes adverse selection, then it causes asymmetric information. 
B) adverse selection causes moral hazard, then it causes asymmetric information. 
C) adverse selection causes asymmetric information, then it causes moral hazard. 


D) asymmetric information causes adverse selection, then it causes moral hazard. 


3) The whaling industry has driven some species of whales nearly to extinction. Cattle, however, 
continue to thrive on farms throughout the world. The major reason for this difference between cattle 


and whales is: 

A) whales are a common resource and cattle are private property. 

B) whales are more valuable than cattle, and whalers are simply responding to economic incentives. 
C) the technology for harvesting whales has improved faster than is the case for cattle. 


D) whaling is an international industry but cattle are raised locally. 


4) A positive externality occurs when: 

A) the marginal social benefit is greater than the marginal private benefit. 
B) the marginal social benefit is less than the marginal private benefit. 

C) the marginal social benefit is equal to the marginal private benefit. 


D) the marginal private benefit equals the marginal social cost. 
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5) Government can increase the consumption of a good or service that has positive externalities by: 


A) subsidising the production of the good or service so that the supply is increased and the market 


price is reduced. 
B) taxing the production and consumption of the good or service. 
C) convincing everyone to consume the good. 


D) assigning property rights. 


6) When a competitive market equilibrium is economically efficient: 

A) there is a positive deadweight loss. 

B) producer and consumer surplus are exactly equal in size. 

C) there are no positive and no negative external effects from consumption and production. 


D) All of these options are correct. 


7) Public goods: 

A) cost nothing to produce. 

B) can be consumed by additional people without additional cost once they are produced. 
C) tend to be over-consumed from the standpoint of society. 


D) are overproduced by the market. 


8) A university lecture in a course is usually not a public good because: 

A) one student listening and taking notes does not detract from anyone else listening or taking notes. 
B) students can choose whether or not they attend lectures. 

C) students who have not paid their fees can be prevented from attending. 


D) None of these options are correct. 


9) If the marginal benefit of reducing emissions of some air pollutant is greater than the marginal cost: 
A) further reductions will make society better off. 

B) the marginal benefit will rise and the marginal cost will fall as further reductions are made. 

C) economic efficiency will be achieved when emissions are reduced to zero. 


D) private businesses, rather the consumers, should be made to pay for the cost of further reductions. 
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10) The Coase theorem states that: 
A) government intervention is always needed if externalities are present. 
B) assigning property rights is the only thing the government should do in a market economy. 


C) if transactions costs are low, private bargaining will result in an efficient solution to the problem of 


externalities. 


D) a free market equilibrium is always the best solution. 


11) All of the following are sources of comparative advantage except: 
A) climate and natural resources. 

B) relative abundance of labour and capital. 

C) a strong foreign currency exchange rate. 


D) technology. 


12) Increasing opportunity costs: 

A) increase the mobility of the factors of production. 
B) cause the government to impose trade restrictions. 
C) increase the mobility of the factors of production. 


D) limit the gains from international trade. 


The graph below shows the market for economic text books in a small country. Use the information to 


answer questions 13-15. 
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13) The original equilibrium before trade is at: 
A) point G. 
B) point F. 
C) point E. 


D) point D. 


14) To maximise total surplus the country should: 

A) increase exports of economic text books until the domestic price falls to the world price. 
B) increase exports of economic text books until the world price rises to the domestic price. 
C) increase imports of economic text books until the world price rises to the domestic price. 


D) increase imports of economic text books until the domestic price falls to the world price. 


15) As aresult of trade the country’s: 

A) consumers of text books will be better off, but the producers of text books will be worse off. 
B) consumers of text books will be worse off, but the producers of text books will be better off. 
C) consumers of text books and producers of text books will be worse off. 


D) consumers of text books and producers of text books will be better off. 
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PART B 


SHORT ANSWER QUESTIONS (20 marks) 
Answer all FIVE (5) questions. Each question carries 4 marks. 


USE ONE OF THE ANSWER BOOKLETS PROVIDED 


1. What is meant by allocative efficiency? How does a perfectly competitive firm achieve allocative 
efficiency? 


2. Explain the difference between a tariff and a quota. 


3. Explain why a country can have an absolute advantage in the production of two goods, and yet a 
comparative advantage in the production of only one good. 


4. Sparkle, one of many firms in the market for toothpaste, is in long-run equilibrium. Sparkle has a 
small market share and has been in business for a long time. 


a. Identify the market structure in which Sparkle operates. Explain your answer. 


b. What is Sparkle’s economic profit or loss? Explain your answer. If you cannot determine the 


economic profit or loss, explain what information is missing. 


c. Draw a diagram showing Sparkle’s demand curve, marginal revenue curve, average total cost 
curve and marginal cost curve. Label your diagram. 


5. Explain how a Pigovian tax or subsidy can internalise an externality? 
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PART C 


ESSAY QUESTIONS 
Answer any TWO (2) of the following THREE (3) essay questions. 
Each question carries 25 marks (50 marks total) 


USE A SEPARATE BOOKLET FOR EACH QUESTION 


1. With the aid of diagrams explain how the market demand curve and the demand curve for the 
individual firm's product in perfect competition differ. Illustrate and explain how entry and exit 


ensure that perfectly competitive firms earn zero economic profit in the long run. 


2. Explain, with the use of a diagram, what is meant by price discrimination and what conditions are 
necessary for successful price discrimination to occur. Also, explain what type of buyer pays the 
highest price under price discrimination. 


3. Use a diagram to illustrate and explain the economic effects of government-imposed price ceilings 
and price floors. 
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NAME: 
STUDENT NUMBER: 


ANSWER SHEET FOR PART A 


Please CIRCLE clearly the correct answer. 


Question 
if eae *be ece ede 
2) eae *be ece ede 
3 eae be ece ede 
4 eae *be *ce ede 
5 eae *be ece ede 
6 eae be ece ede 
7 eae be ece ede 
8 eae be ece ede 
9 eae be ece ede 
10. eae *be ece ede 
1. eae *be °ce ode 
12, eae *be °ce ode 
13: eae *be ece ede 
14. eae *be °ce ode 
15. eae *be ece ede 


Please remember - This examination question paper MUST BE HANDED IN. Failure to do so may 
result in the cancellation of all marks for this examination. 


Writing your name and number on the front will help us confirm that your paper has been returned. 


